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City of San Diego

MEMORANDUM

April 25, 2008

Honorable Mayor Terry Sanders and City Counc:fmembers

Counml President Scott Peters %M Km;[ﬂuﬂr 'Pu{ S#P

Item 331: Amendments to the San Diego Municipal Code Eliminating the Surplus
Undistributed Earnings Relating 1o SDCERS .

Attached is revised version A of the ordinance for tem 331: Amendments to the San Diego
‘ _Mun;mpal Code Eliminating the Surplus Undistributed Earnings Relating to SDCERS The rewsed
vergion hag also been included in the docket backup.

Thank you.

SHP: wjs

CC: Honcerable City Attomey Michael Aguirre
. Jay Goldstone, Chief Operating Officer
. Andrea Tevlin, Independent Budget Analyst
Mary Lewis, Chief Financial Officer
David Wescoe, Retirement Administrator



ORDINANCE NUMBER O- (NEW.SERIES) -

DATE OF FINAL PASSAGE
" AN ORDINANCE AMENDING CHAPTER 2, ARTICLE
4, DIVISION 15, OF THE SAN DIEGO MUNICIPAL
CODE, BY REPEALING AND ADDING SECTIONS
24,1501 AND 24.1502, AMENDING SECTIONS 24. 1503
AND 1504, AND ADDING SECTION 24.1503.5, AND
REPEALING SECTION 24.1507, ALL RELATING TO
“SURPLUS EARNINGS” AND THE “WATERFALL.”
WHEREAS, in 1980, Ordinance number 0-15353 was adopted whereby 50% of

the annual returns of SDCERS, to the extent those returns exceeded the actuarial assumed

rate of return, were defined as “Surplus Earnings;” and

WHEREAS, subsequently, ordinances were adopted directing the payment of
interest, expenses and benefits from the “Surplus Earﬁings” (commonly referred 1o as the

“Waterfall™); and

WHEREAS, the concept of “Surplus Earnings,” when used in a defined benefit
public pension plan, and the use of pension assets to fund non-pension benefits has been'
criticized by the actuarial community as inconsistent with sound actuarial principles, and

results in an increase in the Unfunded Actuarially Accrued Liability and corresponding

| ~ Annual chuired Contributions; and

WHEREAS, the concept lof“Surplus Earnings™ and its vehicle corﬁmon]y féferred
to as the “WaterfallA” is presently codified in San Diego.Municipal Code Section 24.1502
and provides for funding of: (1) interest to be credited to the contribution accounts of the
Members, the City, and the Unified Port District at an interest rate- determined by the

Board; (2) operating costs of SDCERS; (3) reserves maintained by the Board on the



THE CiTYy oF SAN DIEGO

OFFICE OF THE INDEPENDENT BUDGET ANALYST REPORT

Date Issued: May 22, 2008 IBA Report Number: 08-55
City Council Meeting Date: May 27, 2008
item Number: 330

The Waterfall

Amendments to the San Diego Municipal Code
Eliminating the Surplus Undistributed Earnings
(“Waterfall”) Relating to the City Employees’ Retirement
System.

OVERVIEW

The City Council has had several previous discussions on the elimination of the
“Waterfall” (see IBA Reports 07-43, 07-39 and memo 07-5), culminating most recently
in direction, on June 5, 2007, to the City Attorney to develop an appropriate ordinance.
To-date, this has not been done. This matter has become increasingly time sensitive
however, as the SEC Independent Consultant, Stan Keller, has recommended that the
City of San Diego act upon the Waterfall ordinance within 30 days of his first annual
report to the SEC, presented to the City Council on April I, 2008. For the City Council
docket of April 29, 2008, the Council President docketed two ordinances for Council
consideration, one (“Version A”) reflecting the direction of the City Council last June and
the second (“Version B”) reflecting the City Attorney’s original position. However, this
item was continued from that hearing date as the City Attorney was working to modify
Version B. A revised Version B has been submitted and this report discusses the two
versions, pointing out their significant differences.

FISCAL/POLICY DISCUSSION

The IBA believes both versions accomplish the intended action to eliminate the surplus
earnings concept and reform the Municipal Code. However, that is achieved in different
ways by the two versions. There are two main differences: their treatment of the Corbert
benefit and 13" check, and treatment of the Supplemental COLA.

Office of Independent Budget Analyst
202 C Street, MS 34 @ San Diego, CA 97101
Tl (619) 236-6555 Fax (619) 236-6556




Corbett and 13" Check

With regard to these two benefits, the main difference in the versions is that A preserves
the contingency of the benefits, while B makes the benefits non-contingent, and payable
each year. This is because Version B eliminates any “test™ to determine if there are funds
available to pay the benefit. Without a test, the benefit is always paid. In Version A, the
test has been changed to eliminate any reference to surplus earnings, and instead creates
an alternate test based upon the amount of investment earning, less the amount to credit
interest to member and plan sponsor contribution accounts and administration expenses.
If earnings remain after this, benefits may be paid from fund assets as specified.

Supplemental COLA

Version A continues the Supplemental COLA reserve and the payment of that benefit.
However, the amount in the reserve is ever-decreasing and, depending on the benefited
population’s experience, it is expected that the reserve will be depleted in the future, but
likely not for a number of years.

Version B discontinues the reserve but continues the benefit for a period of three years.
After this time, the benefit will end and any monies previously attributed to the reserve
will simply be retained as part of the trust assets. As described by the City Attorney’s
Office this enables the funds previously diverted due to the “surplus earnings”™ concept to
be returned to the trust, where it otherwise would have been had the Waterfall not
existed.

The IBA wishes to point out that there are currently 954 individuals receiving the
Supplemental COLA, for whom this benefit will be eliminated in three years, should
Version B be approved. In addition to noting this impact on retirees, the IBA questions
whether or not the Supplemental COLA is a vested benefit that, until the funding is
completely depleted, could not be rescinded. The IBA requests the City Attorney to
provide an opinion on this question.

Charter Section 143.1(a)

In light of the above discussion, the IBA notes that it appears that Version B would
change benefits for members. In the case of the 13™ check, more benefits may actually
be paid out than might otherwise be the case, since the benefit is no longer contingent and
would always be paid. Conversely, even if the Supplemental COLA is not a vested
benefit and may be discontinued, that would appear to reduce benefits to members.
Charter Section 143.1(a) requires the approval of a majority vote of the affected members
when benefits are changed. In addition, under the same section an increase in benefits
requires the approval of the voters. The IBA requests that the City Attorney opine as to
the applicability of these Charter requirements in this situation.




5.1

CONCLUSION

Based on the above information and conversations with staff, the IBA understands that
both versions would accomplish the stated intent of eliminating the Waterfall and neither
would have further ramifications of which the IBA is aware, beyond those discussed
here. However, we wish to ensure that Council is aware of the differences, including the
elimination of the Corberr and 13™ check contingency in Version B as well as the
discontinuation of the Supplemental COLA benefit in 2011, also in Version B.

- / | ‘

M o d Tl
Penni Takade : APPROVED: Andrea Tevlin
Deputy Director : Independent Budget Analyst



advice of its actuary; (4) a proport-ional amount of Surplus Undistributed Eamfngs
credited to the Unified Port District; (5) post-retirement health care premiums; (6) the .
-contingent “1 3th check:™ (7) a portion of the Corbett settlement; and (8) the

Supplemental COLA; and
WHEREAS, certain uses of “Surplus Earnings” are inconsistent with federal tax
law to the extent they allow the péyment of non-pension benefits from dedicated penéion

assets; and

WHEREAS, certain uses of “Surplus Earnings™ are inconsistent with the goal of
state law to assure the competency of the assets of the retirement sysiem to meet

promised retirement benefits and to ensure an actuarially sound retirement system; and

WHEREAS, it is the intent of the Council of the City of San Diego to ensure that
the benefits referenced in San Diego Municipal Cede section 24.1502 be actuarially .
“accourited for as a retirement system liability and accordingly be calculated in the City’s

Annual Required Contribution; and

WHEREAS, and.therefore, San Diégo Municipal Code section 24.1502 and .

attendant sections referring or inéorporating it must be amended; NOW THEREFORE,

BE IT ORDAINED, by the Council of the City of San Diego, as follows:

Section 1. That Chapter 2, Article 4, Division 13, section 24.1501 is repealed.
Section 2: That Chapter 2, Article 3, Division 13, section 24.1301 is added to read as
follows:



24.1501 Elimination of “Surplus Earnings”

It is the intent of this Division that 1}5; concept of “Surplus Earnings™ be
eliminated, that payments previously made from “SLII;plLlS Earnings™ be made
instead from plan assets, and thatrlilabrilities associated with any benefit transfers
from system assets be réﬁe’ctéd in-the system’s liabilities and included in the

actuarial calcula_tiori of the Annual Required City Contribution,

- Section 3: That Chapter.2, Article 4, Division 15, section 24.1502 is repealed. -

Section 4: That Chapter 2, Anicle 3, Division 13, section 24,1502 is added 1o read as
follows: ' ‘ '

§24.1502 Transfers Made From Plan Assets

(a) The following amounts shall be transferred as set forth below from

plan assets as determined by the Board:

(1) An amount sufficient to credit interest to the contribution
accounts of the Members, City, Regional Ai;‘port Authority
ahd the Unified Port District at aﬂ interest rate determined
by the Boarrd and distributed in accordance with Section

24 0904 and related Board rules; and

(2) An amount sufficient to meet the budgeted expenses and
costs of operating the System including all personnel and

services for the fiscal year.



(3) | An amount sufficient to pay the Annual Supplemental |
* Benefit (13" Check) to Qualified Retirees, pursuant to the .
provisions and qonditioﬂs set forth in Section '2-4.1503 A
-4 An amount sufficient to increase the Base Retirement
Benefit by 7% for all retlired City employees and
Béneﬁcimies who are covered by the Corbett Settlement,
pursuant to the provisions and conditions set forth in

Section 24.1503.5.

(5) An amount sufficient to credit interest to the reserves
created for the Supplemental COLA as set forth in this
Division.

Section 5+ That Chapter 2, Article 3, Division 15. section 24.1503 1s a'mendéd, 10
read as follows:

§24.1503 Annual Supplemental Benefit (13" Check)-Qualification and

Determination

Th-e purpose and intent of this sectioﬁ is to provide neéessary guidelines for

~ effectuating the payment of Annual Suppllemental Benefits set forth in Section
24.1502(a)(3), by (a) identifying and deﬁping those rctire:s qualified 1o receive
such beneﬁt, and (b) establishing a method for determining the amount of the

annual supplemenial benefit.



(a)

For the purpose of identifying those retirees who shall be deemed

qualified to receive the Annual Supplemental Benefit established

in this Section, the following criteria shall apply:

(1}

(4)

The retiree must have compieted a minimum of ten (10)
years Creditable Service as a Member of the System in

order to be quaiified,;

 The retiree must be on the retirement payroll for the month

of October of any vear in which benefits are 1o be paid
except as provided otherwise in Section 3 of this ordinance

for the first year’s Adistribution;

Qualified Retirees shall be 'l‘im'l‘LE:C‘l 10 the following classes:
.(A) ' Retirea General and Safety Members;

(B)  Retired Unified Port Distri.m Members; and

(C)  Special Class Safety Members who are receiving

fixed monthly retirement benefits; and

(D)}  Survivors of (a), (b} and (¢) above receiving
monthly pensions from the system, provided such’
members had met minimum continuous service

requirement in subsection (a)(1) above.

Legislative and Special Class Safety-Members who are
receiving fluctuating monthly retirement benefits and the

survivors of both classes shall not be eligible for



(b)

participation in the annual supplemental benefit program -

established by this Article.

For the sole purpose of establishing eligibiiity for the
Supplemental COLA described in Section 24.1504,
Qualified Retirees may include those retirees with less than

ten (10) years creditable service, including those who are

. receiving an industrial disability retirement from the

System, those who have (10) years of continuous service
with the System, survivors of Special Class Safety

Members who are receiving fluctuating monthly retirement

benefits, and survivore of snecial death benefit recinients,

For the purpose of determining the amount of the supplemental

benefit payment to Qualified Retirees, the fbllowing process shall

apply:

(1)

(2)

The Retirement Administrator each vear shall identify all
Qualified Retirees on the retirement payroll for the month

of October.

. The Retirement Administrator shall then determine the

number of years of creditable service possessed by each

Qualified Retiree identified in (1), above.



(4)

The number of creditable vears for all Qualified Reurees
shall be added together to determine the total sum of

Qualified creditable years.

The total sum ofqua!iﬁéd creditgble years shall then be
divided into the product of a formula that consists of
investment earnings received less the sum of the amounts .
specified in Section 24.1 502(a)(1), (a)(2), an.d (a)(3) to
arrive at a per annum dollar value for each creditable year;
prc'avid.ed, however, that in.no even;: shall the per annun.n

dollar value exceed $30 (thirty doliars) except for those

nd

General Memhers wha retired betwaen January 8. 1082

o

June 30, 1985, who shall be entitled 1o a per 'annum value

not to exceed $45 (forty-five dollars). Notwithstanding the
ﬁreceding paragraph, and effective Fiscal Year 1997,
Qualified Retirees who retired on or before O-ctrob.er 6.
1980, but after December 31, 1971,77v;fill receive 560 (sixty
dollars) per year of service and Qualified Retirees who
retired on or before December 31, 1971, will receive $75

(seventy-five dollars) per year of service.

The per annum dollar value shall then be multiphed by
each Qua_liﬁed Retiree’s creditable service 1o determine the
annual supplemental benefit to be paid each Qualified

Retiree the following November,



(6)  Exceptas prov.ided in Section 24.1503(b)(7), the
supplemental benefits of survivors of deceased Quaiiﬁed
Retirees, as deﬁné.d in Section 24.1503(2), shall be

_determined in the same ratio as their monthly benefits bear
1o the monthly benefit received by their respective deceased

retired spouses.

) The supplemental benefit of a survivor of a Quahfied
Special Class Safety Retiree shall be determined by
allocating to the surviving spouse fifty percent (50%) of the

qualified creditable years issued to the deceased Member.

(8) ii_-, ai ihe lime ol the annuai deiermination, ihe amount
determined by the formula as set forth in Section
24.1 503(b)(4) 1s less than $100,000, no supplemental
benefits will be paid in that ﬁsc.ai year and the amount
determined by the formula in Section 24.1 5(53(b)(4) will bé
carried forward to ensuing years until such time as the
amount 1o be provided for this benefit as determined by the
formula set forth in Section 24‘.]50_3(b)(4) for that year and

the amount carried forward from prior years is $100,000 or

more.

(c) The Board shall promulgate necessary rules to effectuate the

provisions and intent of this Article.



Section 6:
as follows:

Section 5:

That Chapter 2, Article 3, Divi.sion 15. section 24.1503.5 is added to read

24.1503.5 Corbett Settlement Increase-Qualification and
Determination -

The right to receive the Corbett Settlement Increase set forth in Section
24.1502 (a)(4) wili accrue monthly. But, the increase will be paid
anpually when the Annual Supplemental Benefit (13" check) ts normally
distributéd. Ti’le increase will be paid, on a prorated basis,- to the
Beneficiary or estate of any retiree who dies during the fiscal year but
before the annual pay:ﬁent is made. The ClOrb-ett S‘et_t]cmént Incfease will
not be paid in any year in which the Annua_ll Suﬁplemental Benefit (13"
Check) 1s not pa‘id, but the liabilit&f for the increase will be carried forward

as a contingent liability that will be paid when the Annual Supplemental

Benefit is again paid.

“That Chapter 2, Article 4, Division 13, section 24.1504 of the San Diegq

Municipal Code is amended, to read as follows,

§24.1504 Supplemental COLA i’rogram :

The purpose of the Supplemental COLA Program is to increase the
retiremer;t benéﬁt of certain Qualified Retirees as defined in Section '
24.1503 by an amount sufficient 1o insure that their benefit as of July 1,
1998, when combined with their Annual Supplemental Benefit as defined
in Section 24,1503, 15 at a level équivalent 1o seventy-five percent (75%)

of the present value of their Base Retirement Benefit. The amount of



increase under this Section, however, shall not exceed fifty percer']t_(SAO%)l'

of the Qualified Re;iree’s béneﬂt in effect as of July 1, 1998. For purposés .
of th-is section, the Base Retirement Benefit is the full month]y Retirement

Allowance rec'f_:ived upon rétiremen;t. '“Il“he benefit in éffect in July 1, 1998,

is the benefit as deﬁne_d in.Se;-cLion 24.0402, Section 24.0403' or Section

24,0405, as adjusted by both the Cost of Living Adjustment defined in

Section 24.1505 and the Annual Supplemental Beﬁeﬁt, defined in Section

24.1503.

(a) Participation in the Supplemental COLA Program shall be limited
to Qualified Retirees as defined in Section 24.1503 or their

survivors, including special death benefit recipients, who:

'-(l) Retired on or before June 30, 1982; and (2) Received a |
r_etirerﬁem allowance on July 1, 1998, which, as determined .
by the System’s Actuary, was at a level less than the _
equivaienl of 75% of the present value of their Base
Retirement Benefit when combined with their Annual

Supplemental Benefit as defined in Section 24.1503.

(b) The amount to be paid as the Supﬁlemental COLA benefit shall be

calculated in accordance with the following procedures:

(1} The System’s Actuary shall determine the factor necessary
to calculate the equivalent of 75% of the present value of
the Qualified Retirce’s Base Retirement Benefit. This

calculation shall be based on the Cost of Living Index as .



(4)

)

shown by the Bureau of Labor Statistics Consumer Price
Index, United States - Afl 1tems, for-each applicable Fiscal

Year.

The above factor shall be multiplied times the Qualified
Retiree’s benefit in effect July 1, 1998, as defined above,
but not including the Annual Supplemental Benefit, to
determine the amount of the increase required under the

Supplemental COLA Program.

The amount of the increase to the Qualified Retiree’s Base
Retirement Benefit under the Suppl.emental COLA

Program shail not exceed 3U% of the Qualitied Keiirees

'beneﬁl in effect as of]uly 1, 1998.

The payment ‘forv the increase to the Qualified Retiree’s
Base Relirem‘em Benefit under the  Supplemental COLA
Program shall start in January, 1999, relro.active toJ ui_y 1,
1998, with an amount for the moﬁth_s of July through
December 1998 _added to-.an increased ‘januar.y R-etirement

Allowance, and then monthly thereafier.

The increase to the Qualified Retiree’s Base Retirement
Benefit calculated under the Supplemental COLA Program

shall be paid to the Qualified Retiree or his or her survivor

for life or until the Reserve established to pay this

éupp]emental benefit s depleted.



(c)

(d)

(6)

The Qualified Retiree’s Retirement Allowance as increased
by the Supplemental COLA Program shall be adjusléd each
July I thereafter in accordance with Sections 24.1505 and

24.1506.

A reserve created by the Board pursuant to Section 24.1502 (a) (5).

shall be used to pay for the Supplemental COLA benefit as -

follows: -

(1)

(3)

(4)

The Reserve shall be credited with thirty-five million
dollars ($35,000,000) from Und‘i‘stributed Earnings for the

Fiscal Year ending June 30, 1998.

Benefit payments ﬁnder the Supplemental COLA Program
shall be accounted for separately and charged against this

Reserve.

The Reserve shall be credited with interest annually, if the
total of the amounts transferred pursuant to Sections

24.1502 (1), (2), (3) and (4) are less than investment

- earnings received in that year, in accordance with Section

24,0904 and related Board rules.

Benefit payments under the Supplemental COLA Program

shall cease at such time as the Reserve is depleted.

Reevaluation.



(1

2)

The System’s Actuary shall conduct an annual evalua.tion

of the Reserve to determine the feasibility of éxpanding the
Supplemental COLA Program to include additional retirees ‘
and their survivors, additional Funds in the Reserve or the -

recalculation of benefits annually.

Prior to April 30th of each Fiscal Year, representativeé of

“the City Mahager’s office, the Retirement Administrator,

and representatives of eligible retired member of CERS,
may meet to consider any recaiculation of benefits, any
increase in the number of Q‘uaiiﬁed Retirees or their
SuUrvivors, or any increase -in the Reserve created to pay the
Supplemental COLA benefit. The factors  for

consideration are:

(A)  The status of benefits of those retirees previously

set at the 73% level;

(B)  The status of benefits of these retirees previously

capped at the 50% increase level;

(C)  The status of retirees not- previousty eligible for the
Supplemental COLA Program who now meet the

necessary criteria;



B (D}  The amount of the Annual Supplemental Benefit to
be combined with the benefit in effect July 1, 1999,

or as part of the Base Retirement Benefit.

Section 6: That Chapter 2, Azﬁcle 4, Division 13, section 24.1507 is repealed.
241505 No change. - '
241506 - - No change.
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City of San Diego
COUNCIL PRESIDENT SCOTT PETERS
DISTRICT ONE

MEMORANDUM

DATE: ~April §, 2008
TO: . Honorable Mayor and Counci]member%
FROM: Council President Scott Peters

SUBJECT:  Request to Docket the “Waterfall” issue

I have scheduled the elimination of surplus undistributed earnings (“Waterfall™) issue for
City Council consideration on the April 28/29, 2008 agenda.

On lune 5, 2007, the Ciry Council heard City Attarney and SDCERS proposals to
gliminate the waterfall. The City Council voted to direct the City Attorney to prepare the
ordinances neeessary to climinate the “Waterfall” in the San Diego Municipal Code consistent
with the language proposed by San Diego Employees Retirement System ("SDCERS™) and the
Independent Budget Analyst (“"IBA™). To this dale, [ have submitted three previous memoranda
requesting the City Attorney’s assistance with this issue and have not received any docketing
materials consistent with the City Council request. '

Recently, the annual report from the City’s SEC Independent Oversight Monitor
recommended the discontinuation of SDCERS’ use of surplus undistribuied earnings. 1t is
prudent that the City Council resolve this issue and make any necessary changes 1o the San
Dicgo Municipal Code.

On April 28/29™, the City Council will nced to consider approving the ordinance
language proposed by either the IBA and SDCERS (Version “A”) or City Attorney’s suggested
ordinance {Version “B7). Both ordinances are atiached for your review,

1f the Council votes to apprave Version A, the City Attorney could be directed 1o prepare
the ordinance for the Mayor’s signature within a set period of time or the City Council may
move forward with outside counsel assistance in the drafiing of this ordinance.

The goal is to eliminate the Waterfall as suggested by the SEC indcpendent monitor, IBA
and SDCERS. The City Aftornev’s Version B is problematic in that that it will result in an
immediate change — probably an increase — in employee benefits outside of the bargaining



process. SDCERS also contends that the City Attorney’s proposal would eliminate the
mechanism for their calculation and administration of the benefits in question.

00 O 9 76 I look forwérd to discussing this issue with all of you angd reaching a resolution.

Attachments
SHP:wjs

CC: Jay Goldstone, Chief Operating Officer
Andrea Tevlin, Independent Budget Analyst
David Wescoe, SDCERS Retirement Administrator
Mary Lewis, Chief Financial Officer
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City of Sun Diego
COUNCIL PRESIDENT SCOTT PETERS
DISTRICT ONE

MEMORANDUM

DATE: November 8, 2007

TO: Honorable Cltv Attorney Michael Agul
FROM: Council President Scotl Peters
SLJBJECfI“: Follow up on the “Waterfall” item

I recently received vour request to docket an ordinance 1o eliminate the “Waterfall” in the San
Dicgo Municipal Code (“SDMC™). On June 5, 2007, the Council directed the City Attorney to prepare
the resolution necessary (o eliminate the “Waterfall” in the San Diego Municipal Code, without changing
existing benefits, consisient with the language proposed by San Diego Employees Retirement System
CSNCERS™Y and the Independent Budget Analyst (“1BA™), The lanpuage you have submiticd i3
problematic in that that it will result in an 1mmcd;ate chang,e - probabty an increase — in emplovee
benefits outside of the bargaining pracess.

The city is not now legally required to pay the 13" check and the supplemental COLA in years in
which pension earnings fall below 8%. The Corbell payments are also deferred in those vears with no
interest due, which is also a financial benefli to the city. The employee unions argue that simply siriking
out ali of the municipal code language referring 10 the contingent benefits, as your suggested code
changes would do. removes the contingency and makes the city liable for full payment of thosc benefiis
every vear. On the other hand, SDCERS states that without the municipal code lunguage you hope 1o
climinate, they could not pay the benefits at all since there would be no mechanism for their calculation
and administration. Either way, changing thesc bencfits outside of the bargaining process will subject the
city 1o unnecessary costs and/or more hitigation. -

Previously, the 13™ Check, the Corbett Settlement, Supplemental COLA were not included in the
svstem’s total actuarial liability. Accurately reporting the pension deficit is no longer an issue. For
purposcs of calculating the pension debt and the City's actuarially required contribution (*ARC™), the
retitement system already accounts for contingent benefits -- the Corbent Settlement (pre-July 1, 2000
retirees) and the "13th check” 1o eligible retirees -- as though the City pays out those benefits every year.
Atthough the Ciry and SDCERS has corrected the actuarial valuation. the City’s municipal code must be
changed to eliminate the mechanism for SDCERS 1o use the system’s surplus earnings.

Previously, SDCERS, the IBA and lawyers in your office agreed on code language that would
satisty all concerns. However, the ordinance you have submitted is inconsistent with this agreement.
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Anached are my two previous memaoranda requesting your assistance on this issue. | again
respectfully request that you submit the appropriate items consistent with the Council’s direction at the
carliest possible date, or [ will be forced to recommend that the Council seek outside counsel’s assistance
on this marter. )

SHP:wjs

Antachments

CC: Tonorable Mayor and City Councilmembers
Jay Goldstone, Chief Operating Gfficer

Andrea Tevlin, Independent Budget Analyst
Dawvid Wescoe, SDCERS Retirement Administraior
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Ciry of San Diego
COUNCIL PRESIDENT SCOTY PETERS
DISTRICT ONE

MEMORANDUM

DATE: August 272007
TO: Henorable City Atorney Michae) Apuirgs
. . I/‘
IFROM: Council Presideni Scott Peters “—)
SUBIFCT:  Follaw up an the#*Waterfall”™ item

This ts a follow up te my memorandum Lo you on June 18, 2007 requesting for your assistance on
sreparing ihe approprizie resoluiien to ehminating the “Waterfall™ in the San Diego Municipal Code
(SDMCT) consisient with the alternative lunguage proposed by San Diego Emplovees Retirement
System {("SDCERS™) and the Indeperndent Budpel Anutyst ("IBA”) us dirccied by the City Council on
Tune 3, 2007, .

To this dawz, | have ot received any docketing m:zlcrl‘ls from ‘your office regarding this | mm
The Chy Council’s direction on the June 5™ date was for the City Adorney’s Office 1o prepare the |
apprapriate resolution and reurn it back w the Couneil within 30 days of this due.

Amending the SDMC to eliminate the "Waterfail™ praciice has been a goal of your’s, my council
colleagues and mine because it will enhance the soundness of the pension system Tor several years.
Therefore, | again respectfully request that you submii the appropriate items consisient with the council’s
direction o yuur office on June 3, 2007 so that the slem may be docketed at « City Council meeting at the
carliest possible date. 1 look forward 10 working with you on this maner. Thank vou.

SHPwis

CC: Honorable Mavyor und Ciiy Councilmembers
Andrea Tevlin, Independem Budget Analyst
Jay Geldstone, Chicf Finencigl Offiver
David Wescoe, SDCERS Retirement Administrator
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Council President Scorr Petery
‘City of San Diego

MEMORANDUM

TO: City Attorney Michael Aguirre /
FROM: Council President Scout Pelers /

DATE: Tune 19, 2007

SUBJECT: Dockeiing of the "Walerfall” ltem

On June 5 the City Council returned an item eniitied “Second Reading of Amendmens 1o
San Diego Municipzl Code Eliminating the “Watarfall” as Codified in San Riego Municipal Code™ 1o
vour office und directed that the City Allorney prepare an item, consistent with the alternative tanguage
proposed by SDUERS and the 1BA, and return to the Council within 30 days.

To be consistent with that direction. this item would need 10 be heard the week of June 23"
As vour siafl has been made aware, the paperwork lor docketing this iiem was dus 1o my office last
Wednesday. June 13,2007, To date, nothing has besn submined by your office.

At this point to hear the tiem on June 25, 2007 would require supplemental dockeling because
you have not met the nolicing requirements for the regular City Council agenda. 1n an effort 1o provide
the public and Council with adeyuate time to review these materials, | am willing 1o docket the iiem on
July 10, 2007. Please submit all required paperwork 10 my office no later than Wednesday. June 27, -

2007,
SHP: ms
e Honorable Mayor & City Counciimembers

City Clerk Elizabeth Maland
Independent Budget Analyst Andrea Tevlin
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| YERDIDN A
ORDINANCE NUMBER O-_ (NEW SERIES)

DATE OF FINAL PASSAGE

AN ORDINANCE AMENDING CHAPTER 2, ARTICLE
4, DIVISION 15, OF THE SAN DIEGO MUNICIPAL
CODE, BY REPEALING AND ADDING SECTIONS

24.1501 AND 24.1502, AMENDING SECTIONS 24. 1503

AND 1504, AND ADDING SECTION 24.1503.5, AND
REPEALING SECTION 24.1507, ALL RELATING TO
“SURPLUS EARNINGS” AND THE “WATERFALL.”

WHEREAS, in 1980, Ordinance number 0-15353 was adopted whereby 50% of
the annual returns of SDCERS, to the extent those returns exceeded the actuarial assumed

rate of return, were defined as “Surplus Earnings;” and

WHEREAS, subsequently, ordinances were adopted directing the payment of

interest, expenses and benefits from the “Surplus Earnings” (commonty referred to as the

_ “Waterfall™); and

WHEREAS, the concept of “Surplus Eamings,” when used in a defined benefit
public pension plan, and the use of pension assets to fund non-pension benefits has been
criticized by the actuarial community as incdnsistent with sound actuanial principles, and
results in an inc'rease in the Unfunded Actuarially Accrued Liability and corresponding

Annual Required Contributions; and

WHEREAS, the concept of “Surplus Earnings” and its vehicle commonly referred
to as the “Waterfall” is presently codified in San Diego Municipal Code Section 24.1502
and provides for funding of: (1) interest to be credited to the contribution accounts of the
Members, the City, and the Unified Port District at an interest rate determined by the

Board; (2) operating costs of SDCERS; (3) reserves maintained by the Board on the



advice of its actuary; (4) a proportional amount of Surplus Undistributed Earnings

credited to the Unified Port District; (5) post-retirement health care premiums; (6) the

contingent “13th check;” (7) a portion of the Corbett settlement; and (8) the

Supplemental COLA,; and

WHEREAS, certain uses of “Surplus Earnings™ are inconsistent with federal tax
law to the extent they allow the payment of non-pension benefits from dedicated pension

assets; and

WHEREAS, certain uses of “Surplus Earnings™ are inconsistent with the goal of
state law to assure the competency of the assets of the retirement system to meet

promised retirement benefits and to ensure an actuarially sound retirement system; and

WHEREAS, it is the intent of the Council of the City of San Diego to ensure that

the benefits referenced in San Diego Municipal Code section 24,1502 be actuarially
accounted for as a retirement system liability and accordingly be calculated in the City’s

Annual Required Contribution; and

WHEREAS, and therefore, San Diego Municipal Code section 24.1502 and

attendant sections referring or incorporating it must be amended; NOW THEREFORE,

BE IT ORDAINED, by the Council of the City of San Diego, as follows:

Section 1: That Chapter 2, Article 4, Division 15, section 24.1501 is repealed.

Section 2: That Chapter 2, Article 3, Division 13, section 24.1501 is added to read as
follows: ,




24.1501

Elimination of “Surplius Earnings”

It is the intent of this Division that the concept of “Surplus Eamings™ be

eliminated, that payments previously made from “Surplus Earnings™ be made

instead from plan assets, and that liabilities associated with any benefit transfers

from system assets be reflected in the system’s liabilities and included in the

actuarial calculation of the Annual Required City Contribution.

Section 3:

Section 4:
follows:

§24.1502

(a)

That Chapter 2, Article 4, Division 15, section 24.1502 is repealed.

That Chapter 2, Article 3, Division 13, section 24.1502 is added to read as

Transfers Made From Plan Assets

The following amounts shall be transferred as set forth below from plan

assets as determined by the Board:

(1)  An amount sufficient to credit interest to the contribution accounts
of the Members, City, Regional Airport Authority and the Unified
Port District at an interest rate determined by the Board and

distributed in accordance with Section 24.0904 and related Board

rules; and

(2)  An amount sufficient to meet the budgeted expenses and costs of
operating the System including all personnel and services for the

fiscal year.



(3) An amount sufficient to pay the Annual Supplemental Benefit (13"

Check) to Qualified Retirees, pursuant to the provisions and

conditions set forth in Section 24.1503

(4)  Anamount sufficient to increase the Base Retirement Benefit by
7% for all retired City employees and Beneficiaries who are
covered by the Corbett Settlement, pursuant to the provisions and

conditions set forth in Section 24.1503.5.

{(5) An amount sufficient to credit interest to the reserves created for

the Supplemental COLA as set forth in this Division.
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read as follows;

>

§24.1503 Annual Supplemental Benefit (13" Check)-Qualification and

Determination

The purpose and intent of this section is to provide necessary guidelines for
effectuating the payment of Annual Supplemental Benefits set forth in Section
24.1502(a)(3), by (a) identifying and defining those retirees qualified to receive
such benefit, and (b) establishing’a method for determining the amoﬁnt of the

annual supplemental benefit.

(a) For the purpose of identifying those retirees who shall be deemed
qualified to receive the Annual Supplémenfal Benefit established in this

Section, the following criteria shall apply: .«




(1) The retiree must have completed a minimum of ten (10) years
Creditable Service as a Member of the System in order to be

qualified;

(2)  The retiree must be on the retirement payroll for thé month of
October of any year in which benefits are to be paid except as
provided otherwise in Section 3 of this ordinance for the first

year’s distribution;
(3) Qualified Retirees shall be limited to the following classes:
| (A)  Retired General and Safety Members;
(B)  Retired Unified Port District Members; and

(C)  Special Class Safety Members who are receiving fixed

monthly retirement benefits; and

(D)  Survivors of (a), (b) and (c¢) above receiving monthly
pensions from the system, provided such members had met
minimum continuous service requirement in subsection

(a)(1) above.

4) Legislative and Special Class Safety Members who are receiving
fluctuating monthly retirement benefits and the survivors of both
classes shall not be eligible for participation in the annual

supplemental benefit program established by this Article.

(5) For the sole purpose of establishing eligibility for the

Supplemental COLA described in Section 24,1504, Qualified



Retirees may include those retirees with less than ten (10) years

creditable service, including those who are receiving an industrial
disability retirement from the System, those who have (10) years

- of continuous service with the System, survivors of Special Class
Safety Members who are receiving fluctuating ménthly retirement

benefits, and survivors of special death benefit recipients.

(b) For the purpose of determining the amount of the supplemental benefit

payment to Qualified Retirees, the following process shall apply:

(1) The Retirement Administrator each year shall identify all Qualified

Retirees on the retirement payroll for the month of October.

(2)  The Retirement Administrator shall then determine the mnumber of

years of creditable service possessed by each Qualified Retiree

identified in (1), above.

(3) The number of creditable years for all Qualified Retirees shall be
added together to determine the total sum of Qualified creditable

years.

(4)  The total sum of qualified creditable years shall then be divided
into the product of a formula that consists of investment earnings
received Iéss the sum of the amounts specified in Section
24.1502(a)(1), (a)(2), and (a)(3) to arrive at a per annum dollar
value for each creditable year; provided, however, that in no event

shall the per annum doliar value exceed $30 (thirty dollars) except



(5)

(6)

(7}

(8)

for those General Members who retired between January 8, 1982
and June 30, 1985, who shall be entitled to a per annum value not
to exceed $45 (forty-five dollars). Notwithstanding the preceding
paragraph, and effective Fiscal Year 1997, Qualified Retirees who
retired on or before October 6, 1980, but after December 31, 1971,
will receive $60 (sixty dollars) per year of service and Qualified
Retirees who retired on or before December 31, 1971 , will receive

$75 (seventy-five dollars) per year of service.

The per annum dollar value shall then be multiplied by each

Qualified Retiree’s creditable service to determine the annual

atd earh tmiajified Ratres tha
oul eal Slaiinl SallITT i

' o o .
lemental DEnent o be hJualin 4

unpiemental benefit
following November.
Except as provided in Section 24.1503(b)(7), the supplemental
benefits of survivors of deceased Qualified Retirees, as defined in
Section 24.1503(a), shall be determined in the same ratio as their
monthly benefits bear to the monthly benefit received by their

respective deceased retired spouses.

The supplemental benefit of a survivor of a Qualified Special Class
Safety Retiree shall be determined by allocating to the surviving
spouse fifty percent (50%) of the qualified creditable years issued

to the deceased Member,

If, at the time of the annual determination, the amount determined

by the formula as set forth in Section 24.1503(b)(4) is less than

7



$100,000, no supplemental benefits will be paid in that fiscal year

and the amount determined by the formula in Section .
24.1503(b)(4) will be carried forward to ensuing years until such

time as the amount to be provided for this benefit as determined by

the formula set forth in Section 24.1503(b)(4) for that year and the

amount carried forward from prior years is $100,000 or more.

(c) The Board shall promulgate necessary rules to effectuate the provisions

and intent of this Article.

Section 6: That Chapter 2, Article 3, Division 15. section 24.1503.5 is added to read

PRPS o R
s DOMIOMA/ &,

24.1503.5 Corbett Setilement Increase-Qualification and Determination

The right to receive the Corbett Settlement Increase set forth in Section 24.1502
(a)(4) will accrue monthly. But, the increase will be paid annually when the
Annual Supplemental Benefit (13 check) is normally distributed. The increase
will be paid, on a prorated basis, to the Beneficiary or estate of any retiree
who dies during the fiscal year but before the annual payment is made. The
Corbett Settlement Increase will not be paid in any year in which the Annual
Supplexﬁental Benefit (13" Check) is not paid, but the liability for the increase
will be carried forward as a contingent liability that will be paid when the Annual

Supplemental Benefit 1s again paid.

Section 5: That Chapter 2, Article 4, Division 15, section 24.1504 of the San Diego

Municipal Code is amended, to read as follows.




§24.1504 Supplemental COLA Program

. The purpose of the Supplemental COLA Program is to increase the retirement
benefit of certain Qualified Retirees as defined in Section 24.1503 by an amount
sufficient to insure that their benefit as (')f July 1, 1998, when combined with their
Annual Supplemental Benefit as defined in Section 24.1503, 1sat alevel
equivalent to seventy-five percent (75%) of the present value of their Base
Retirement Benefit. The amount of increase under this Section, however, shall not
exceed fifty percent (50%) of the Qualified Retiree’s benefit in effect as of July 1,
1998. For purpos;es of this section, the Base Retirement Benefit is the full monthly
Retirement Allowance received upon retirement. The benefit in effect in July 1,
1998, is the benefit as defined in Section 24.0402, Section 24 0403 or Section
24.0405, as adjusted by both the Cost of Living Adjustment defined in Section

. 24,1505 and the Annual Supplemental Benefit, defined in Section 24.1503.

(a) Participation in the Supplemental COLA Program shall be limited to
Qualified Retirees as defined in Section 24.1503 or their survivors,

including special death benefit recipients, who:

(D Retired on or before June 30, 1982; and (2) Received a retirement
allowance on July 1, 1998, which, as determined by the System’s
Actuary, was at a level less than the equivalent of 75% of the
present value of their Base Retirement Benefit when combined
with their Annual Supplemental Benefit as defined in Section

24.1503.



(b) The amount to be paid as the Supplemental COLA benefit shall be

calculated in accordance with the following procedures:

(1) The System’s Actuary shall determine the factor necessary to
calculate the equivalent of 75% of the present val;lé of the
Qualified Retiree’s Base Retirement Benefit. This calculation shall
be based on the Cost of Living Index as shown by the Bureau of
Labor Statistics Consumer Price Index, United States - All items,

for each applicaBle Fiscal Year.

) The above factor shall be multiplied times the Qualified Retiree’s
benefit in effect July 1, 1998, as defined above, but not including
the Annual Supplemental Benetit, to determine the amount of the

increase required under the Supplemental COLA Program.

(3)  The amount of the increase to the Qualified Retiree’s Base
Retirement Benefit under the Supplemental COLA Program shall
not exceed 50% of the Qualified Retiree’s benefit in effect as of

July 1, 1998.

(4) The payment for the increase to the Qualified Retiree’s Base
Retirement Benefit under the Supplemental COLA Program shall
start in January, 1999, retroactive 1o July 1, 1998, with an amount
for the months of J ﬁly through December 1998 added to an
increased January IRetirement Allowance, and then monthly

thereafter.

10



(c)

(d)

()

(6)

The increase to the Qualified Retiree’s Base Retirement Benefit
calculated under the Supplemental COLA Program shall be paid to
the Qualified Retiree or his or her survivor for life or until the

Reserve established to péy this suppiemental benefit is depleted.

The Qualified Retifee’s Retirement Allowance as increased by the
Supplemental COLA Program shall be adjusted each July |

thereafter in accordance with Sections 24.1505 and 24.1506.

A reserve created by the Board shall be used to pay for the Supplemental

COLA benefit as follows:

(1

)

3

S

The Reserve shall be credited with thirty-five million dollars
($35,000,000) from Undistributed Earnings for the Fiscal Year

ending June 30, 1998.

Benefit payments under the Supplemental COLA Program shall be

accounted for separately and charged against this Reserve,

The Reserve shall be credited with interest annually, if the total of
the amounts transferred pursuant to Sections 24.1502 (1), (2), (3)
and (4) are less than investment earnings received in that year, in

accordance with Section 24.0904 and related Board rules.

Benefit payments under the Supplemental COLA Program shall

cease at such time as the Reserve is depleted.

Reevaluation.

11
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The System’s Actuary shall conduct an annual evaluation of the

Reserve to determine the feasibility of expanding the Supplemental

COLA Program to include additional retirees and their survivors,
additional Funds in the Reserve or the recalculation of benefits

annually.

Prior to April 30th of each Fiscal Year, representatives of the City
Manager’s office, the Retirement Administrator, and
representatives of eligible retired member of CERS, may meet to
consider any recalculation of benefits, any increase in the number

of Qualified Retirees or their survivors, or any increase in the
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factors for consideration are:

(A)  The status of benefits of those retirees previously set at the

75% level;

A(B) The status of benefits of those retirees previously capped at

the 50% increase level,;

(C)  The swatus of retirees not previously eligible for the
Supplemental COLA Program who now meet the necessary
criteria;

(D)  The amount of the Annual Supplemental Benefit to be

combined with the benefit in effect July 1, 1999, or as part

of the Base Retirement Benefit.

12




. Section 6: That Chapter 2, Article 4, Division 15, section 24.1507 is repealed.

13
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OLD LANGUAGE — STRIKEOUT VERYON A

. NEW LANGUAGE — UNDERLINED

STRIKEOUT ORDINANCE NUMBER O- (NEW SERIES)

ADOPTED ON

AN ORDINANCE AMENDING CHAPTER 2, ARTICLE 4,
DIVISION 15, OF THE SAN DIEGO MUNICIPAL CODE, BY
REPEALING AND ADDING SECTIONS 24.1501 AND 24.1502,
AMENDING SECTIONS 24. 1503 AND 1504, AND ADDING
SECTION 24.1503.5, AND REPEALING SECTION 24.1507,
ALL RELATING TO “SURPLUS EARNINGS” AND THE
“WATERFALL.”

24.1501 Elimination of “Surplus Earnings”

It is the intent of this Division that the concept of “Surplus Eamings™ be eliminated, that

pavments previously made from “Surplus Eamings” be made instead from plan assets.

and that liabilities associated with any benefit transfers from svstem assets be reflected in
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the system’s liabilities and included in the actuarial calculation of the Annual Required

City Contribution.
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§24.1502 Transfers Made From Plan Assets

(2} The following amounts shall be transferred as set forth below from plan assets as

determined by the Board:

(1)  Anamount sufficient to credit interest to the contribution accounts of the

Members. City, Regional Airport Authority and the Unified Port District -
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(4)

()

§24.1503

at an interest rate determined by the Board and distributed in accordance

with Section 24.0904 and related Board rules: and

An amount sufficient to meet the budgeted expenses and costs of

operating the System including all personnel] and services for the fiscal

vedr.

An amount sufficient to pay the Annual Supplemental Benefit (13"

Check) to Qualified Retirees, pursuant to the provisions and conditions set

forth in Section 24.1503

An amount sufficient to increase the Base Retirement Benefit by 7% for

all retired City emplovees and Beneficiaries who are covered by the

Corbett Settlement. pursuant to the provisions and conditions set forth in

Section 24.1503.5.

An amount sufficient to credit interest to the reserves created for the

Supplemental COLA as set forth in this Division. -

Annual Supplemental Benefit (13" Check)-Qualification and

Determination

The purpose and intent of this section 1s to provide necessary guidelines for

effectuating the payment of Annual Supplemental Benefits set forth in Section

24.1502(a)t6y (3), by (a) identifying and defining those retirees qualified to

receive such benefit, and (b) establishing a method for determining the amount of

the annual supplemental benefit.
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(a)

For the purpose of identifying those retirees who shall be deemed
qualified to receive the Annual Supplemental Benefit established in this

Section, the following criteria shall apply:

(1) The retiree must have completed a minimum of ten (10} years
Creditable Service as a Member of the System 1n order to be

qualified;

(2)  The retiree must be on the retirement payroll for the month of
October of any year in which benefits are to be paid except as
provided otherwise in Section 3 of this ordinance for the first

year’s distribution; |

(3) Qualified Reti-rees shall be limited to the following classes:
(A)  Retired General and Safety Members;
(B)  Retired Unified Port District Members; and

- (€)  Special Class Safety Members who are receiving fixed

monthly retirement benefits; and

(D)}  Survivors of (a), (b} and (¢) above receiving monthly
pensions from the system, provided such members had met

minimum continuous service requirement in subsection

(a)(1) above.

(4)  Legislative and Special Class Safety Members who are receiving

fluctuating monthly retirement benefits and the survivors of both
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(®)

(3)

classes shall not be eligible for participation in the annual

supplemental benefit program established by this Article.

Fo1; the sole purpose of establishing eligibility for the
Supplemental COLA described in Section 24.1504, Qualified
Retirees may include those retirees with less than ten (10) years
creditable service, including those who are receiving an indusirial '
disability retirement from the System, those who have (10) years
of continuous service with the System, survivors of Special Class
Safety Members who are receiving fluctuating monthly retirement

benefits, and survivors of special death benefit recipients.

For the purpose of determining the amount of the supplemental benefit

payment to Qualified Retirees, the following process shall apply:

ey

2)

€)

(4)

The Retirement Administrator each year shall identify all Qualified

Retirees on the retirement payroll for the month of October.

The Retirement Administrator shall then determine the number of
years of creditable service possessed by each Qualified Retiree

identified in (1), above.

The number of creditable years for all Qualified Retirees shall be
added together to determine the total sum of Qualified creditable

years.

The total sum of qualified creditable years shall then be divided

into thetotal-of-Surplus Undistributed Earmines destonated-for
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(%)

(6)

. disteibution by the Board ection 241500 :

this-Sestien-the product of a formula that consists of investment

earnings received less the sum of the amounts specified in Section

24.1502(a)(1). (a)(2). and {a)(3) to arrive at a per annum dollar
value for each creditable year; provided, howevér, that in no event
shall the per annum dollar value exceed $30 (thirty dollars) except
for those General Members who retired between January 8, 1982
and June 30, 1985, who shall be entitled to a per annum value not
to exceed $45 (forty-five dollars). Notwithstanding the preceding
paragraph, and effective Fiscal Year 1997, Qualified Retirees who
will receive $60 (sixty dollars) per year of service and Qualified
Retirees who retired on or before December 31, 1971, will receive

$75 (seventy-five dollars) per year of service.

The per annum dollar value shall then be multiplied by each
Qualified Retiree’s creditable service to determine the annual

supplemental benefit to be paid each Qualified Retiree the

l following November.

Except as provided in Section 24.1503(b)(7), the supplemental
benefits of survivors of deceased Qualified Retirees, as defined in
Section 24.1503(a), shall be determined in the same ratio as their
monthly benefits bear to the monthly benefit received by their

respective deceased retired spouses.
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(7

The supplemental benefit of a survivor of a Qualified Specia] Class
Safety Retiree shall be determined by allocating to the surviving
spouse fifty percent (50%) of the qualified creditable years issued

to the deceased Member.

If, at the time of the annual determination. the amount determined

by the formula as set forth in Section 24.1503(b)(4) is less than

$100.000. no supplemental benefits will be paid in that fiscal vear

and the amount determined bv the formula in Section

24.1503(b)(4) will be carried forward to ensuing vears until such

time as the amount to be provided for this benefit as determined by
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amount carried forward from prior vears is $100.000 or more.

(c) The Board shall promulgate necessary rules to effectuate the provisions

and intent of this Article.

24,1503.5 Corbett Settlement Increase-Qualification and Determination

The right to receive the Corbett Settlement Increase set forth in Section 24.1502

{a)(4) will accrue monthly. But, the increase will be paid annually when the

Annual Supplemental Benefit ( 13% check) is normally distributed. The increase

will be paid, on a prorated basis, to the Beneficiary or estate of anv retiree who

dies during the fiscal vear but before the annual payment is made. The Corbett

Settlement Increase will not be paid in anv vear in which the Annual

Supplemental Benefit (13" Check) is not paid, but the liability for the increase
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will be carried forward as a contingent liability that will be paid when the Annual .

Supplemental Benefit is again paid.

§24.1504 Supplemental COLA Program

The purpose of the Supplemental COLA Program is to increase the retirement benefit of
certain Qualified Retirees as defined in Section 24.1503 by an amount sufficient to insure
that their benefit as of July 1, 1998, when combined with their Annual Supplemental |
Benefit as defined in Section 24.1503, is at a level equivalent to seventy-five percent
(75%) of the present value of their Base Retirement Benefit. The amount of increase
under this Section, however, shall n;at exceed fifty percent (50%) of the Qualified

Retiree’s benefit in effect as of July 1, 1998.

For purposes of this section, the Base Retirement Benefit is the full monthly Retirement
Allowance received upon retirement. The benefit in effect in July 1, 1998, is the benefit
as defined in Section 24.0402, Section 24.0403 or Section 24.0403, as adjusted by both
the Cost of Living Adjustment defined in Section 24.1505 and the Annual Supplemental
Benefit, defined in Section 24.1503.

(a) Participation in the Supplemental COLA Program shall be limited to Qualified
Retirees as defined in Section 24.1503 or their survivors, including special death
benefit recipients, who:

(1 Retired on or before June 30, 1982; and

2) Received a retirement allowance on July 1, 1998, which, as determined by |

the System’s Actuary, was at a level less than the equivalent of 75% of the .
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(b)

present value of their Base Retirement Benefit when combined with their

Annual Supplemental Benefit as defined in Section 24.1503.
The amount to be paid as the Supplemental COLA  benefit shall be calculated in
accordance with the following procedures:
(1) The System’s Actuary shall determine the faétor necessary to calculate the
equivalent of 75% of the present value of the Qualified Retiree’s Base Retirement
Benefit. This calculation shall be based on the Cost of Living Index as shown by
the Bureau of Labor Statistics Consumer Price Index, United States -~ All items,
fc;r each applicable Fisca] Year.
(2) The above factor shall be multiplied times the Qu.aliﬁed Retiree’s benefit
in effect Tulv 1, 1998 as defined above, but not including the Annual
Supplemental Benefit, to determine the amount of the iﬁcrease required under the
Supplemental COLA Program.
(3) The amount of the increase to the Qualified Retiree’s Base Retirement
Benefit under the Supplemental COLA Program shall not exceed 50% of the
Qualified Retiree’s benefit in effect as of July 1, 1998.
{4) The payment for the increase to the Qualified Retiree’s Base Retirement
Benefit under the Supplemental COLA Program shall start in January, 1999,
retroactive to July 1, 1998, with an amount for the months of July through
December 1998 added to an increased January Retirement Allowance, and then
monthly thereafter.

(5) The increase to the Qualified Retiree’s Base Retirement Benefit calculated

under the Supplemental COLA Program shall be paid to the Qualified
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Retiree or his or her survivor for life or until the Reserve established to

pay this supplemental benefit is depleted.

(6) The Qualified Retiree’s Retirement Allowance as increased by the
Suppiemental COLA frogram shall be adjusted each July 1 thereafier in
accordance with Sections 24.1505 and -24.1506.

(c) A reserve created by the Board pursuant-te-Seehion24-1502(a)3) shall be used to

pay for the Supplemental COLA benefit as follows:

(1) The Reserve shall be credited with thiﬁy-ﬁve million dollars $35,000,000)
from Undistributed Earnings for the Fiscal Year ending June 30, 1998, |

(2) Benefit payme;nts under the Supplemental COLA Program shall be
accounted for separately and charged against this Reserve,

—o

(3) The Reserve shall be credited with interest annually, ifsufficientfandsare

availableinaccordancewith-Seetton24-1502{ay(F1f the total of the

amounts transferred pursuant to Sections 24.1502 (1), (2), (3) and (4) are

less than investment earnings received in that vear. in accordance with

Section 24.0904 and related Board rules.

(4) Benefit payments under the Supplemental COLA Program shall cease at
such time as the Reserve is depleted.
(d) Reevaluation.
(1) The System’s Actuary shall conduct an annual evaluation of the Reserve
to determine the feasibility of expanding the Supplemental COLA
Program to including additional retirees and their survivors, additional

Funds in the Reserve or the recalculation of benefits annually.
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(2)  Prior to April 30th of each Fiscal Year, representatives of the City
Manager’s office, the Retiyemen’t Administrator, and representatives of
eligible retired member of CERS, may meet to consider any recalculation
of benefits, any increase in the number of Qualified Retirees or their
survivors, or any increase in the Reserve created to pay the Supplemental
COLA benefit. The factors for consideration are:

(A)  The status of benefits of those retirees previously set at the 75%
level;
(B)  The status of benefits of those retirees previously capped at the

50% increase level; .

() The statug of retireeg not nreviongly eligible for the Sunnlemental

COLA Program who now meet the necessary criteria;
I By  TheamountofSurplusUndistributed-Barnings-available-to-provide
1 additionall s
(D) &> The amount of the Annual Supplemental Benefit to be
combined with the benefitin effect July 1, 1999, or as part of the

Base Retirement Benefit.

-PAGE 13 OF 14-



weekly-basis_based | biveskd 14 S :

T T = 210 L) 5 A A 2 2 A A R Ao LS LU S 8 A 2 1 ¥ F A B A Sy W e g sy e

0 . .
@—aﬂ‘ﬂmeﬁ'] v H o
at-the beg a8 : 200

at-the-beg a T

-PAGE 14 OF 14-



43206

(O-2007-93 COR.COPY) -
5%27/037

VERCIOM B

ORDINANCE NUMBER O- (NEW SERIES)

DATE OF FINAL PASSAGE

AN ORDINANCE AMENDING CHAPTER 2, ARTICLE 4,
DIVISION 9 OF THE SAN DIEGO MUNICIPAL CODE, BY
AMENDING SECTIONS 24.0904 AND 24.0506 AND
AMENDING CHAPTER 2, ARTICLE 4, DIVISION 15 OF THE
SAN DIEGO MUNICIPAL CODE, BY REPEALING SECTIONS
24.1501 AND 24.1502 AND AMENDING SECTIONS 24.1503,
24.1504, AND REPEALING PRESENT SECTION 24.1507 AND
REPLACING IT WITH NEW SECTION 24.1507, ALL
RELATING TO THE “WATERFALL.”
WHEREAS, in 1980, Ordinance number 0-15353 was adopted whereby 50% of the
annual returns of SDCERS, to the extent those returns exceeded the actuarial assumed rate of

return, were defined as “Surplus Earnings;” and

WHERZEAS, subsequently, ordinances were adopted directing the payment of interest,

expenses and benefits from “Surplus Earnings”; and

WHEREAS, the concept of “Surplus Earnings” when used in a defined benefit public

‘ pension plan, and the use of pension assets to fund non-pension benefits has been soundly
criticized by the actuarial community as inconsistent with sound actuarial principles, and results
in an increase in the Unfunded Actuarially Accrued Liability and corresﬁonding Actuarially

Required Contribution; and

WHEREAS, the use of “Surplus Earnings” are inconsistent with federal tax law to the

extent they allow for the payment of non-pension benefits from dedicated pension assets; and

WHEREAS, the use of “Surplus Earnings™ is inconsistent with the California State

Constitution requirement that plan assets be administered in a manner that will assure prompt
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delivery of benefits to plan participants and to ensure the guarantee of an “actuarially sound

retirement systerm;” and

WHEREAS, the concept of “Surplus Earnings” and its vehicle commonly referred to as
the “Waterfall” is presently codified in San Diego Municipal Code _Séction 24.1502 and provides
for funding of: (1) interest to be credited to the contribution accounts of the Members, the City,
and the Unified Port District at an interest rate determined by the Board; (2) operating costs of
SDCERS; (3) reserves maintained at the discretion of the Board on the advice- of its actuary; (4)

a proportional amount of Surplus Undistributed Earnings credited to the Unified Port District; (5)

post-retirement health care premiums; (6) the contingent “13th check™; (7) a portion of the

Corbett settlement; and (8) the Supplemental COLA; and

WHEREAS, it is the intent of the Council of the City of San Diego to ensure that the
benefits referenced in San Diego Municipal Code section 24.1502 be actuarially accounted for as
a retirement system liability, and accordingly be calculated in the City of San Diego’s Annual

Required Contribution; and

WHEREAS, pursuant to the California Constitution, Article X VI, Section 17, the Board
shall have plenary authority and fiduciary responsibility for investment of moneys and
administration of the system, and shall have the sole and exclusive fiduciary responsibility over
the assets of the public pension or retirement system and also have sole and exclusive
responsibility to administer the system in a manner that will assure prompt delivery of benefits

and related services to the participants and their beneficiaries; and

WHEREAS, pursuant to Section 144 of the City of San Diego Charter, the Board may
establish such rules and regulations as it may deem proper and shall be the sole authority and

judge under such general ordinances as may be adopted by the Council as to the conditions under
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which persons may be admitted to benefits of any sort under the retirement system and shall have
exclusive control of the administration and investment of such fund or funds as may be

established; and

WHEREAS, and therefore, San Diégo Municipal Code section 24.1502 must be repealed

and attendant sections referring or incorporating it be amended; and

WHEREAS, the repeal of San Diego Municipal Code section 24.1502 and amendment of
attendant sections referring or incorporating it does not affect the Corbett benefit as presently
referenced in section 24.1502(a)(7), and to now be codified in newly added Section 24.1508,
which is to be paid in accordance with the executed settlement agreement of that litigation, and

be actuarially accounted for as a recurring liability to the system and reflected in the City’s

Annual Required Contribution;;

WHEREAS, the repeal of San Diego Municipal Code section 24.1502 and amendment of
attendant sections referring or incorporating does not affect the payment of the Annual
Supplemental benefit, as referenced in section 24.1502(a)(6) and specifically described in é.ection
24.1503 to retired members, but as to active employees said payment will be negotiated in the

upcoming FY 09 meet and confer process; NOW THEREFORE,
BE IT ORDAINED, by the Council of the City of San Diego, as follows:

Section 1. That Chapter 2, Article 4, Division 9, section 24,0904 of the San Diego

Municipal Code is amended, to read as follows:
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§24.0904  Crediting of Interest

The Board credits interest to the contribution accounts of Members and the City,
~ and the Unified Port District and the Airport Authority, at 2 rate determined by

the Board, compounded at each June 30

" Section 2. That Chapter 2, Article 4, Division 9, section 24.0906 of the San Diego

Municipal Code is amended, to read as follows:
§24.0906 Preparation of the Annual Budget

Each year, the Board will prepare an annual budget of administrétive costs for the
System, upon the recommendation of the Board’s Business and Procedures. Commitiee. The
Board will submit the annual budget to the City Council for inclusion in the annual budget
ordinance. Once ‘;he City Council adopts the Budget ordinance, the Board will appropriate from
plan assets, a sum sufficient to meet the budgeted expenses of operating the System for the fiscal
year concerned. The portion of the expenses attributable to the employees of any public agency
participating in the System will be paid by that agency, under the terms of that agency’s

participation agreement.

Section 3. That Chapter 2, Article 4, Division 15, section 24.1501 of the San Diego

Municipal Code is repealed.
Section 4. That Chapter 2, Article 4, Division 15, section 24.1502 of the San Diego
Municipal Code is repealed.

Section 5. That Chapter 2, Article 4, Division 15, section 24.1503 of the San Diego

Municipal Code is amended, to read as follows:
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Annual Supplemental Benefit - Qualification and Determination

The purpose and intent of this section is to identify those retirees qualified to
receive an Annual Supplemental Benefit, and to establish a method for

determining the amount of the annual supplemental benefit, to be paid from Plan

assets.

(a) For the purpose of identifying those retirees who shall be deemed
qualified to receive the annual supplemental benefit established in this

Section, the following criteria shall apply:

(1)  The retiree must have completed a minimum of ten (10) years
Creditable Service as a Member of the Systefn in order to be

qualified;

(2)  The retiree must be on the retirement payroll for the month of
October of any year in which benefits are to be paid except as
provided otherwise in Section 3 of this ordinance for the first

year’s distribution;

3) Qualified Retirees shall be limited to the following classes:
(A)  Retired General and Safety Members;
(B)  Retired Uniﬁed Port District Members; and

(C)  Special Class Safety Members who are receiving fixed

monthly retirement benefits; and
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(D)  Survivors of (a), (b) and (c) above receiving monthly

pensions from the system, provided such members had met
minimum continuous service requirement in subsection

(a)(1) above.

{4) Legistative and Special Class Safety Members who are receiving
fluctuating monthly retirement benefits, and the survivors of both
classes shall not be eligible for participation in the annual

supplemental benefit program established by this Article.

(5) For the sole purpose of establishing eligibility for the
Supplemental COLA described in Section 24.1504, Qualified
Retirees may include those retirees with less than ten (10) years

creditable service, including those who are receiving an industrial

disability retirement from the System, those who have (10) years
of continuous service with the System, survivors of Special Class
Safety Members who are receiving fluctuating monthly retirement

benefits, and survivors of special death benefit recipients.

(b) For the purpose of determining the amount of the supplemental benefit

payment to Qualified Retirees, the following process shall apply:

(H The Retirement Administrator each year shall identify all Qualified

Retirees on the retirement payroll for the month of October.
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The Retiremnent Administrator shall then determine the number of
years of creditable service possessed by each Qualified Retiree

identified in 1. above.

The number of creditable years for all Qualified Retirees shall be
added together to determine the total sum of Qualified creditable

years.

In no event shall the per annum dollar value exceed $30 (thirty

dollars) except for those General Members who retired between

January 8, 1982 and June 30, 1985, who shall be entitled to a per

annum value not to exceed $45 (forty-five dollars).
Notwithstanding the preceding paragraph, and effective Fiscal
Year 1997, Qualified Retirees who retired on or before October 6,
1980, but after December 31, 1971, will receive $60 (sixty dollars)
per year of service and Qualified Retirees who retired on or before
December 31, 1971, will receive $75 (seventy-five dollars) per

year of service.

The per annum dollar value shall then be multiplied by each
Qualiﬁed.Retiree’s creditable service to determine the annual
supplemental benefit to be paid each Qualified Retiree the

following November.

Except as provided in Section 24.1503(b)(7), the supplemental
benefits of survivors of deceased Qualified Retirees, as defined in

Section 24.1503(a), shall be determined in the same ratio as their

-PAGE 7 OF 13-



(0-2007-93 COR.COPY)

monthly benefits bear to the monthly benefit received by their

respective deceased retired spouses.

{7 The supplemental benefit of a survivor of a Qualified Special Class
Safety Retiree shall be determined by allocating to the surviving
spouse fifty percent (50%) of the qualified creditable years issued

to the deceased Member.

() The Board, with the cooperation and approval of the City Auditor and
Comptroller, shall promulgate necessary rules to effectuate the provisions

and intent of this Ariicle.

Section 6. That Chapter 2, Article 4, Division 15, section 24.1504 of the San Diego

Municipal Code is amended, to read as follows,

§24.1504 Supplemental COLA Program
The purpose of the Supplemental COLA Program is to increase the retirement
benefit of certain Qualified Retirees as defined in Section 24,1503 by an amount
sufficient to insure that their benefit as of July 1, 1998, when combined with their
Annual Supplemental Benefit as defined in Section 24.1503, is at a level
equivalent to seventy-five percent (75%) of the present value of their Base
Retirement Benefit. The amount of increase under this Section, however, shall not
exceed fifty percent (50%) of the Qualiﬁe-d Retiree"s benefit in effect as of July 1,
1998. For purposes of this section, the Base Retirement Benefit is the full monthly
Retirement Allowance received upon retirement. The benefit in effect in July 1,

1998, is the benefit as defined in Section 24.0402, Section 24.0403 or Section
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24.04035, as adjusted by both the Cost of Living Adjustment defined in Section

24.1505 and the Annual Supplemental Benefit, defined in Section 24.1503.

(a)  Participation in the Supplemental COLA Program shall be limited to

Qualified Retirees as defined in Section 24.1503 or their survivors,

including special death benefit recipients, who:

(1

Retired on or before June 30, 1982; and (2) Received a retirement
allowance on July 1, 1998, which, as determined by the System’s
Actuary, was at a level less than the equivalent of 75% of the
present value of their Base Retirement Benefit when combined
with their Annual Supplemental Benefit as defined in Section

24.1503.

(b) The amount to be paid as the Supplemental COLA benefit shall be

calculated in accordance with the following procedures:

)

(2)

The System’s Actuary shall determine the factor necessary to
calculate the equivalent of 75% of the present value of the
Qualified Retiree’s Base Retirement Benefit. This calculation shall
be based on the Cost of Living Index as shown by the Bureau of
Labor Statistics Consurner Price Index, United States - All items,

for each applicable Fiscal Year.

The above factor shall be multiplied times the Qualified Retiree’s

benefit in effect July 1, 1998, as defined above, but not including
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the Annual Supplemental Benefit, to determine the amount of the

increase required under the Supplemental COLA Program.

The amount of the increase to the Qualified Retiree’s Base
Retirement Benefit under the Supplemental COLA Program shall
not exceed 50% of the Qualified Retiree’s benefit in effect as of

July 1, 1998.

The payment for the incregse to the Qualified Retiree’s Base
Retirement Benefit under the Suppleinental COLA Program shall
start in January, 1999, retroactive to July 1, 1998, with an amount
for th¢ months of July through December 1998 added to an
increased January Retirement Allowance, and then monthly

thereafter.

The increase to the Qualified Retiree’s Base Retirement Benefit
calculated under the Supplemental COLA Program shall be paid to
the Qualified Retiree or his or her survivor for life or until the

Reserve established to pay this supplemental benefit is depleted.

The Qualified Retiree’s Retirement Allowance as increased by the
Supplemental COLA Program shall be adjusted each July 1

thereafter in accordance with Sections 24.1505 and 24.1506.

Reevaluation.

(1)

Prior to April 30th of each Fiscal Year, representatives of the City

Manager’s office, the Retirement Administrator, and
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represéntatives of eligible retired member of CERS, may meet to
consider any recalculation of benefits, any iiicrease in the number
of Qualified Retirees or their survivors, or any increase in the
Reserve created to pay the Supplemental COLA benefit. The

factors for consideration are:

(A)  The status of benefits of those retirees previously set at the

75% level;

(B)  The status of benefits of those retirees previously capped at

the 50% increase level;

(C)  The status of retirees not previously eligible for the

Supplemental COLA Program who now meef the necessary

. criteria;

(D)  The amount of the Annual Supplemental Benefit to be
combined with the benefit in effect July 1, 1999, or as part

of the Base Retirement Benefit.

(d) Termination.

The Supplemental COLA Program shall terminate three years from

adoption of this ordinance.

Section 7. That Chapter 2, Article 4, Division 15, section 24.1507 of the San Diego

Municipal Code in its present form is repealed, and further is added to read as follows:
. 24.1507 CORBETT BENEFIT
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The Board shall pay the increase to the Base Retirement Benefit by 7% for all

retired City employees and Reneficiaries who are covered by the Corbett
Settlement.

Section 8. That a full reading of this ordinance is dispensed with prior to its passage, a
written or printed copy having been available to the City Council and the public a day prior to its
final passage. |

Section 8. That this ordinance shall take effect and be in force on the thirtieth day from

and after its final passage.

APPROVED: MICHAEL J. AGUIRRE, City Attorney

TI--
IRy
L)

~ Michael J. Aguirre
City Attorney

MJA:amp

9/26/2007 REV.
5/19/2008 COR.COPY
Or.Dept:CityAtty
0-2007-93
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[ hereby certify that the foregoing Ordinance was passed by the Council of the City of San
Diego, at this meeting of .

ELIZABETH S. MALAND
City Clerk

By
Deputy City Clerk

Approved:

(date) JERRY SANDERS, Mayor .

Vetoed:

(date) JERRY SANDERS, Mayor
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. NEW LANGUAGE: Double Underlined ‘

ORDINANCE NUMBER O- (NEW SERIES)

DATE OF FINAL PASSAGE

AN ORDINANCE AMENDING CHAPTER 2, ARTICLE 4, -
DIVISION 9 OF THE SAN DIEGO MUNICIPAL CODE, BY
AMENDING SECTIONS 24.0904 AND 24.0906 AND
AMENDING CHAPTER 2, ARTICLE 4, DIVISION 15 OF THE
SAN DIEGO MUNICIPAL CODE, BY REPEALING SECTIONS
24,1501 AND 24.1502 AND AMENDING SECTIONS 24.1503,
24.1504, AND REPEALING PRESENT SECTION 24.1507 AND
REPLACING IT WITH NEW SECTION 24.1507, ALL
RELATING TO THE “WATERFALL.”
WHEREAS, in 1980, Ordinance number 0-15353 was adopted whereby 50% of the
annual returns of SDCERS, to the extent those returns exceeded the actuarial assumed rate of

return, were defined as “Surplus Earnings;” and

. WHEREAS, subsequently, ordinances were adopted directing the payment of interest,

expenses and benefits from “Surplus Earnings;” and

WHEREAS, the concept of “Surplus Eamings” when used in a defined benefit public
" pension plan, and the use of pension assets to fund non-pension benefits has been soundly
criticized by the actuarial community as inconsistent with sound actuarial principles, and results
in an increase in the Unfunded Actuarially Accrued Liability and corresponding Actuarially

Required Contribution; and

WHEREAS, the use of “Surplus Earnings™ are inconsistent with federal_ tax law to the

extent they allow for the payment of non-pension benefits from dedicated pension assets; and

WHEREAS, the use of “Surplus Earnings” is inconsistent with the California State

Constitution requirement that plan assets be administered in a manner that will assure prompt
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delivery of benefits to plan participants and to ensure the guarantee of an “actuarially sound

retirement system;” and

WHEREAS, the concept of “Surplus Earnings” and its vehicle commonly referred to as
the “Waterfall” is presently codified in San Diego Municipal Code section 24.1502 and provides
for funding of: (1) interest to be credited to the contribution accounts of the Members, the City,
and the Unified Port District at an interest rate determined by the Board; (2) operating costs of
SDCERS; (3) reserves maintained at the discretion of the Board on the advice of its actuary; |

(4) a proportional amount of Surplus Undistributed Earnings credited to the Unified Port District;

(5) post-retirement health care premiums; (6) the contingent “13th check;” (7) a portion of the

Corbett settlement; and (8) the Supplemental COLA; and -

WHEREAS, it is the intent of the Council of the City of San Diego to ensure that the
benefits referenced in San Diego Municipal Code section 24.1502 be actuarially accounted for as
a retirement systern liability, and accordingly be calculated in the City of San Diego’s Annual

Required Contribution; and

WHEREAS, pursuant to the California Constitution, Article XVI, Section 17, the Board
shall have plenary authority and fiduciary responsibility for investment of moneys and
administration of the system, and shall have the sole and exclusive fiduciary responsibility over.
the assets of the public pension or retirement system and also have sole and exclusive
responsibility to administer the system in a manner that will assure prompt delivery of benefits

and related services to the participants and their beneficiaries; and

WHEREAS, pursuant to Section 144 of the City of San Diego Charter, the Board may
establish such rules and regulations as it may deem proper and shall be the sole authority and

judge under such general ordinances as may be adopted by the Council as to the conditions under
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which persons may be admitted to benefits of any sort under the retirement system and shall have
exclusive control of the administration and investment of such fund or funds as may be

established; and

WHEREAS, and therefore, San Diego Municipal Code section 24.1502 must be repealed

and attendant sections referring or incorporating it be amended; and

WHEREAS, the repeal of San Diego Muniéipal Code section 24.1502 and amendment of
attendant sections referring or incorporating it does not affect the Corbett benefit as presently
referenced in Section 24.1502(a)(7), and to now be codified in newly added Section 24.1 508,
which is to be paid in accordance with the executed settlement agreement of that litigation, and
be actuarially accounted for as a recurring liability to the system and reflected in the City’s

Annual Required Contribution; and

WHEREAS, the repeal of San Diego Municipal Code section 24.1502 and amendment of
attendant sections referring or incorporating does not affect the payment of the Annual
Supplemental benefit, as referenced in Section 24.1502(a)(6) and specifically described in
Section 24.1503 to retired members, but as to active employees said payment will be negotiated

in the upcoming FY 09 meet and confer process; NOW THEREFORE,
BE IT ORDAINED, by the Council of the City of San Diego, as follows:

- §24.0904 Crediting of Interest

The Board credits interest to the contribution accounts of Members and the City,

and the Unified Port District and the Airport A_‘gthorigi at a rate determined by

the Board, compounded af each June 30th.
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Preparation of the Annual Budget

Each year, the Board will prepare an annual budget of administrative costs for the
System, upon the recommendation of the Board’s Business and Procedures
Committee. The Board will submit the annual budget to the City Council for
inclusion in the annual budget ordinance. Once the Ci'ty Council adopts the
budget ordinance, the Board will appropriate, from the Endistributed Easnings
Reserve plan assets, a sum sufficient to meet the budgeted expenses of operating

the System for the fiscal year concerned. The portion of the expenses attributable

~ to the employees of any public agency participating in the System will be paid by

that agency, under the terms of that agency’s participation agreement-and-witlbe
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(B)  tothe-exient the-Cits—malk o he QLR

An-srmountsuificient-totnerease-the Base Retirement Benefit

&
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§24.1503 * Annual Supplemental Benefit - Qualification and Determination

The purpose and intent of this section is to previde-necessary-suidelinesfor
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ifving-and-defining identify those retirees qualified to

receive such-benefit an Annual Supplemental Benefit, and (o establish a method
for determining the amount of the annual supplemental benefit, to be paid from

Plan assets.
(a)(1) - (b)(3) [No change in text.]

(4)  Thetotalsum-of qualifiedcreditable-vears shall- then be-divided

year-provided-hewever—thati [n no event shall the per annum

doliar vaiue exceed $30 (thirty dollars) except for those General

Members who retired between January 8, 1982 and June 30, 1985,

who shall be entitled to a per annum value not to exceed $45
(forty-five dollars). Notwithstanding the preceding paragraph, and
effective Fiscal Year 1997, Qualified Retirees who retired on.or
before October 6, 1980, but after December 31, 1971, will receive
$60 (sixty dollars) per year of service and Qualified Retirees who
retired on or before December 31, 1971, will receive $75 (seventy-

five dollars) per year of service.

(5) The per annum dollar value shall then be multiplied by each
Qualified Retiree’s creditable service to determine the annual
supplemental benefit to be paid each Qualified Retiree the

following November.
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(6) Except as provided in Section 24.1503(b)(7), the supplemental
benefits of survivors of deceased Qualified Retirees, as defined in
Section 24.1503(a), shall be determined in the same ratio as their
monthly benefits bear to the monthly benefit received by their

respective deceased retired spouses.

(7)  The supplemental benefit of a survivor of a Qualified Special Class
Safety Retiree shall be determined by allocating to the surviving
spouse fifty percent (50%) of the qualified creditable years issued

to the deceased Melmbér.

(c) The Board, with the cooperation and approval of the City Auditor and
Comptroller, shall promulgate necessary rules to effectuate the provisions

and intent of this Article.

Supplemental COLA Program

The purpose of the Supplemental COLA Program is to increase the retirement
benefit of certain Qualified Retirees as defined in Section 24.1503 by an amount
sufficient to insure that their benefit as of July 1, 1998, when combined with their
Annual Supplemental Benefit as defined in Section 24.1503, is at a level
equivalent to seventy-five percent (75%) of the present value of their Base
‘Retirement Benefit. The — amount of increase under this Section, however, shall

not exceed fifty percent (50%) of the Qualified Retiree’s benefit in effect as of

Tuly 1, 1998.

For purposes of this section, the Base Retirement Benefit is the full monthly

Retirement Allowance received upon retirement. The benefit in effect in July 1,
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1998, is the benefit as defined in Section 24.0402, Section 24.0403 or Section
24.0403, as adjusted by both the Cost of Living Adjustment defined in Section

24,1505 and the Annual Supplementa! Benefit, defined in Section 24.1503.

(a) — (b)(6) {No change in text.]

(c)

(1) Prior to April 30th of each Fiscal Year, representatives of the City

Manager’s office, the Retirement Administrator, and

Legfesentatives of eligible retired member of CERS, may meet to

consider anv recalculation of benefits, any increase in the number

of Qualified Retirees or their survivors, or any increase in the

Reserve created to pav the Supplemental COLA benefit. The

factors for consideration are:
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(A) - The status of benefits of those retirees previously set at the

15% level;

(B)  The status of benefits of those retirees previously capped at

the 50% increase level;

(C)  The status of retirees not previouslv eligible for the

Supplemental COTLA Program who now meet the necessary

criteria;

(D)  The amount of the Annual Supplemental Benefit to be

combined with the benefit in effect July 1, 1999, or as part

of the Base Retirement Benefit,

(d) Reevatuation- Termination,
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3

&

52

The Supplemental COLA Program shall terminate three vears from

adoption of this ordipance.

Employvee-Contribution Rate-Reserve CORBETT BENEFIT
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G——Al ansfers-undersection 241507 will be accounted for separateby

—Transfers-under-seeton24-1507will-continueastongas-there are
Geientfiund inino-in the-res -

The Board shall pav the increase to the Base Retirement Benefit by 7% for all

retired City emplovees and Beneficiaries who are covered by the Corbett

Settlement.

APPROVED: MICHAEL J. AGUIRRE, City Attorney

By

Michael J. Aguirre
City Attorney

- MJA:amp

9/26/2007 REV.
5/19/2008 COR.COPY
Or.Dept:CityAtty
0-2007-93
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THE City oF SAN Dieco

OFFICE OF THE INDEPENDENT BUDGET ANALYST REPORT

Date Iséued: May 31, 2007 IBA Report Number: 07-59
City Council Docket Date: June 5, 2007 |
Item Number: 331

Subject: Amendments to the San Diego Municipal Code Eliminating the Surplus
Undistributed Earnings (““Waterfall”) as Codified in San Diego Municipal Code
Section 24.1502 and as Referred to in Sections 24.1501, 24.1503, 24.1504, and
24.1507, all relating to the City Employees’ Retirement System.

OVERVIEW

This item is the second reading of the ordinance that will strike certain portions of the
San Diego Municipal Code that, over the past two decades, bave created unrecognized
liabilities in the Retirement System and diverted assets from the SDCERS Trust Fund.
The concept of Surplus Undistributed Earnings have been broadly disapproved of and
appropriate revision of these Municipal Code sections will be consistent with provisions
of the City Remediation Plan, California Constitution and Internal Revenue Code.

FISCAL/POLICY DISCUSSION

The IBA has several concemns with this ordinance, which we raised in detail in IBA
Report 07-26 (attached). Since we raised these concerns upon the first reading of the
ordinance, we have endeavored to collaborate with various stakeholders to develop a
'modified ordinance that would address concerns while still achieving the appropriate
repeal of the “Waterfall” and concept of Surplus Undistributed Earnings, as is supported -
by all parties.

Over the course of the past month, alternative Municipal Code language was developed
that we believe adequately addresses the concerns that were raised by ourselves and other
parties. That alternative Municipal Code language is attached for information purposes.
The IBA worked closely with SDCERS to formulate language and presented drafts to the
Mayor’s Office for review and comment as well. It is important to note that the City
Attorney’s Office was requested to participate from the beginning as a key participant in
this collaboration and we were optimistic about coming to a joint resolution. However
the City Attorney ultimately rejected the proposal that was developed.

Office of Independent Budget Analyst
202 C Street, MS 34  Son Diege, C4 92101
Tel (819) 236-6555 Fax (619) 236-6354
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The IBA remains concerned about the potential impacts of the docketed ordinance as
described in our original report. We believe alternative language can sausfy the
objectives of this ordinance while avoiding potential negative ramifications and
addressing the concerns that various stakeholders have raised throughout this process.
Therefore, we recommend that the City Council not approve the docketed ordinance and
seek to have more comprehensive language submitted for review and approval.

CONCLUSION

We strongly recommend that the City Council not approve this item as proposed and that
the docketed ordinance be returned to the City Attorney. We suggest that the City

Council direct the City Attorney to review and docket the alternative language within 30
business days in order to address the valid concerns raised by various stakeholders.

(A R U A i

Penni Takade - APPROVED: Andrea Teviin
Deputy Director Independent Budget Analyst
Attachments:

1. IBA Report 07-26
2. Draft of alternative Municipal Code language
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City Council Docket Date: March 5, 2007

Item Number: 203

Subject: Amendments to the San Diego Municipal Code Eliminating the “Waterfall”
OVERVIEW

This proposal asks the City Council to strike certain portions of the San Diego Municipal
Code that, over the past two decades, have created unrecognized liabilities in the

‘Retirement System and diverted assets from the SDCERS Trust Fund. The City

Attorney’s Report presents a history of the development of the Waterfall and the concept
ot Surplus Earnings, including its flawed financial basis. This information has been
public for some time and many parties, including the IBA, have called for analysis and
action to eliminate this practice. The item before the Council at this time is intended to
accomplish that goal.

- FISCAL/POLICY DISCUSSION

The IBA strongly supports the elimination of the concept of Surplus Earnings and the
Waterfall from the City’s Municipal Code. At the same time, it is critica)l that decision-
makers understand the various potential 1mpacts of striking out these sections as
proposed.

§24.1502(a)(1) Employee and Employer Contribution Accounts

This section requires interest to be credited to such accounts in accordance with §24.0904
and Board rules. Since §24.0904 still stands with this action, it 1s our understanding that
elimination of the Waterfall will not impact the SDCERS Board’s ability to credit interest

- as appropriate according to their legal and fiduciary duty.

§24.1502(a)(2) SDCERS Administrative Budget

Elimination of the Waterfall will mean that “Surplus Eamings” are no longer diverted to
this purpose. However, SDCERS stili must administer the Retirement System and an
operating budget is required to do so. Based on our conversations with the City

Office of Independent Budget Analyst = AttaCh ment 1

207 C Street, MS 34 # Son Diego, CA 92101
Tel (619 236-6555 Fex (619) 236-6554
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Attorney’s Office, we understand that SDCERS has the right to use plan assets for their
administrative budget under the California Constitution, even if this provision of the
Municipal Code is eliminated, and therefore there should be no impact to SDCERS. We
would note briefly, however, that SDCERS has committed to administering the
Retirement System consistent with the City’s Municipal Code, which serve as the Plan
Documents for the System, in accordance with IRS requirements. This would seem to
indicate that the City should consider, as an extra measure, insert appropriate language to
authorize expenses for the operating budget in another section of the Municipal Code, in
accordance with guidance from the City Attomey.

§24.1502(a)(3) Any Reserves Established by Board
It is our understanding that this section applies to the DROP Reserves in place, but that
there are no other reserves established under this section at this time. The SDCERS
Board has taken action to formally recognize the DROP assets and liabilities and these
appear in the recent valuation. In addition, the Board has established an ad-hoc

" committee to study the issue of crediting interest to DROP accounts, which is understood
to be under their purview as fiduciaries. Elimination of this section is therefore not
expected to impact benefits to members or the finances of the City or System,

§24.1502(a)(4) Credit Surplus Earnings to Other Plan Sponsors

Since the concept of Surplus Earnings will no longer exist, there will be no surplus
earntngs to distribute to the various Plan Sponsors. Without the cancept of Surplus
Eamings and diversion of those earnings to other purposes, this section is unnecessary.
The Board will continue to ensure, with the advice of their actuary and counsel, that total
earnings are appropriately distributed among Plan sponsors, in accordance with their duty
as fiduciaries.

" §24.1502(a)(5) Retiree Health .
In 2003, the City took the responsibility of funding retiree health benefits from its own
funds. In addition, the reserve originally established to fund this benefit was completely
drawn down at that time, and no further funds exist in this reserve. It is appropriate to
eliminate any reference to retiree health as a financial obligation of the SDCERS Trust in
the City’s Municipal Code.

§24.1502(a)(6) 13" Check

This benefit will still exist, as provided for in §24.1503. However, this section-only
establishes the benefit and eligibility for it, but does not specify when it is to be paid. We
have consulted with the City Attorney’s Office on this and it is our understanding that
this shall be clarified as soon as possible. Additionally, we would note that this payment
has been assumed by SDCERS in their valuation of June 30, 2006, wherein the labilities
for the 13" check were included with the assurnption that the benefit will be paid 100%
of the time. Therefore, the ARC the City pays each year will provide assets to cover

2 Atacinieiii |
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these Liabilities and the elimination of this section should not have any further financial
impact.

§24 1502(a)(7) Corbett Settlement

As with the 13™ Check, this liability is now reco gnized in the total liabilities of SDCERS
and 1s included in their valuation of June 30, 2006. The City’s ARC now provides assets
to cover this liability. It is our understanding that it is satisfactory to eliminate the
reference to payment of this liability since the City already has an obligation to do so
under the terms of the settlement, even if it is not codified anywhere in the Municipal
Code. However, we would again note that SDCERS has committed to administering the
Retirement System conststent with the City’s Municipal Code, which serve as the Plan
Documents for the System, in accordance with IRS requirements. As with the SDCERS
.administrative budget, the City Council may wish to explore inserting appropriate -
language to authorize expenses for this settlement in another section of the Municipal
Code, in accordance with guidance from the City Attorney.

§24.1502(a)(8) Credit Interest to Supplemental COLA and Employee Contribution
Reserve

The Employee Contribution Reserve has been fully exhausted, so it is appropriate to
remove any reference to interest crediting for this account. The Supplemental COLA
Reserve was valued at $17,273,016 as of June 30, 2006. Municipal Code §24.1503(c)(3)
provides for ing annual vrediiing of inieresi, sv ihe ability io credii interest is not
eliminated. However, §24.1503(c)(3) states that interest shall be credited “if sufficient
funds are available.” The determination of what constitutes sufficient funds and on what
authority is not further defined in the Municipal Code. We suggest that this should be
clarified by the City Council with counsel from the City Attorney..

§24.1502(b) Surplus Earnings Credited to Employer Contribution Reserve to
Reduce System Liability

Since the concept of Surplus Earnings will no longer exist, there will be no surplus
earnings to distribute to the System’s liabilities. However, since earnings will flow into
System assets to reduce any unfunded liability, there is no fiscal impact with the
elimination of this section. Without the concept of Surplus Earnings and diversion of
those earnings to other purposes, this section is unnecessary.

The IBA also notes that references to Surplus Earnings and/or any sections above have
also been eliminated throughout Municipal Code Chapter 2, Article 4, Division 15 in this
proposed ordinance

Finally, the IBA notes that the City Attomey’s Office has asserted that neither Meet and
Confer nor a vote of the Retirement System Membership (pursuant to Charter Section
143.1(a)) is required to adopt this ordinance. This is because no benefits are impacted
but the funding mechanism is changed, which is a management right.

3 A[labin-‘-uii‘; i
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CONCLUSION

The IBA supports this effort to remove the Waterfall from the City’s Municipal Code. In
so doing, the faulty concept of Surplus Earnings will be eliminated.from the City’s code
and operations. As discussed in the above, the IBA encourages the City Council to
engage the City Attorney’s counsel further on the following issues:

1. Shall the City Council insert authorizing language for payment of Corbett benefits
and expenditure of funds for SDCERS operating budget elsewhere in the
Municipal Code, to ensure that SDCERS may comply with IRS requirements to
administer the System in accordance with Plan Documents?

2. Absent the qualifications in the Waterfall, what is the authority on when the 13"
Check shall be paid out?

3. Regarding interest crediting to the Supplemental COLA Reserve, what constitutes
“sufficient funds” and who is responsible for determining it?

With these minor clarifications in hand, the IBA supports this item in which the Waterfall
and the concept of Surplus Earnings will be successfully removed from the City’s -
Municipal Code in compliance with the City’s Remediation Plan, the Internal Revenue
Code, and the California Constitution, as referenced in the City Attorney’s report.

' s . — 4 .
Penni Takade A . APPROVED: Andrea Tevlin
Deputy Director Independent Budget Analyst

. Attachment 1
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§24.1500 Elimination of “Surplus Earnings”
1t 1s the intent of this Division that the concept of “Surplus Earnings” be
eliminated and that liabilities associated with any benefit transfers from system

assets be reflected in the system’s liabilities and included in the actuarial

calculation of the Annual Required City Confribution

§24.1501 Investment Earnings Received

investments earned in accordance with generaliymccepted accounting pnn01ples

SR Wi
for financial reporting purposes N ssu"bscguent chanes in the method of
\'. -'5&
XN

accounting for‘.\t;t‘n&e Retirement System shall éﬁc_ ‘the determination of Investment
SRS ¥
EarmngsaRecelved'““ ;
eﬁ‘ H\\t\\k‘; S \-E_é{\‘{\“
§24.1502 Transfers“M:ade Fﬂm Investment?Earmnos
T T SRR
P '-'-‘-\,_ S " o
PSR R '@‘\‘-\\h
(a) ﬂ‘he .followm‘ o.amounts shall be transferred from Investment Earnings:
i >

Port District at an interest rate determined by the Board and
distributed in accordance with Section 24.0904 and related Board

rules; and
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0 0 1 026 (2) An amount sufficient to meet the. budgeted expenses and costs of

operating the System including all personnel and services for the

fiscal year; and

(3)  An amount sufficient to provide necessary funds to pay the Annual

Supplemental Benefit (13™ Check) to Quélrﬁed Retirees, pursuant

no supplemental b'eneﬁ%s 111 be _pald in that fiscal year and the
amount detcrmmed by the formula in Section 24. 1503(b)(4) will be
SN

be prowded for¢h1s bcneﬁi.as:fletgl;mmcd by the formula set forth
, M -sé"'” n\\‘u\:.,

The right to receive this increase each year will accrue
monthly. But, the increase will be paid annually when the
Annual Supplemental Benefit (13® dheck) is normally

distributed. The increase will be paid, on a prorated basis,
to the Beneficiary or estate of any retiree who dies during

the fiscal year but before the annual payment is made.
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(5)  Anamount sufficient to credit interest to the reserves created for

the Supplemental COLA as set forth in this Division.

(b} At the beginning of each fiscal year, the Board will credit all remaining
Investment Earnings to the Reserves for Employer Contributions, for the

sole and exclusive purpose of reducing Retirenggﬁ;éystem hability.

(c) In any fiscal year where insufficient Invcsﬁtrxeg%%%arnings exist to provide

* for the transfers to member accountss pmmmt to subsection (a)(l) or the

ﬁsx Sy

12
o=
[ Y]]

§24.1

){ ‘{:\f e o ‘:'\
The purpose*anﬂ&ntent of this SBCtl@Il 1s to promde necessary guidelines for
\.\\gﬁv § ,
\«“as';f. %

e .,w‘*?

”qﬁa'hﬁed to receive the Annual Supplemental Benefit established in this

: Sectlon, the follovung criteria shall apply:

(1) The retiree must have cornplcted a minimum:of ten (10) years
Creditable Service as a Member-of the System in order to be

qualified;
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(2) The retiree must be on the retirement payroll .for the month of
October of any year in which benefits are to be paid except as
provided otherwise in Section 3 of this ordinance for the first
year’s distribution;

(3) . Qualified Retirees shall be limited to th;g@;&rring classes:
(A)  Retired General and Safe
(B)

(© Special Clasg"ﬂ

S
D) Survﬁ\l?:s\ﬁ?f (a) (b) and (cq)\a'bove receiving monthly
pensions, ﬁ'om f\l} stem, pr@rwded such members had met
’ "-::1 :\"'!‘.1"' ’
R

minimum cigntmuous service requirement in subsection
5

?S;."‘&‘- .‘{"'\
S (a)(1) above“

?

N \‘:\\\:“\’Aﬁg\%\\ .\.'\ an -\\‘x i
‘@wslau;%\%g§p%1ﬂ Class Safety Members who are receiving

For the sole purpose of establishing eligibility for the
Supplemental COLA described in Section 241504, Qualified
Rc;tirccs may include those retirees with less than ten (10) years
creditable service, including those who are receiving an industrial

disabilit;} retirement from the System, those who have (10) years

-PAGE 4 OF 12-
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of continuous service with the System, survivors of Special Class
Safety Members who are receiving fluctuating monthly retirement

benefits, and survivors of special death benefit recipients.

(b) For the purpose of determining the amount of the supplemental benefit

payment to Qualified Retirees, the following pro§§§§_ shall apply:

(1) The Retirement Administrator each year 'shall identify all Qualified

Retirees on the retirement pay:ol] “for the m\c?inﬁa of October.

)

. 3
years of creditabie service p@sscssc

i

The total':sumxof\qn:a“ﬁﬁcd creditable years shall then be divided

":\Q G N

mto'ﬂg:" jproduct of a formula that consists of Investment Earnings

as deﬁxés‘d m .Section 24.1501 less the sum of the amounts
specified in Section 24.1502{a)(1), (a}2), and (a)(3) to arrive at a
" per annum dolla.r value for each creditable year; provided,
however, that in no event shall the per annum dollar value exceed
$30 (thirty dollars) except for those General Members who retired
between January 8, 1982 and June 30, 1985, who shall be entitied

to a per annum value not to exceed $45 (forty-five dollars).
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Notwithstanding the preceding paragraph, and effective Fiscal

Year 1997, Qualified Retirees who retired on or before October 6,
1980, but after December 31, 1971, will receive $60 (sixty dollars)
per vear of service and Qualified Reth.'ees who retired on or before

" December 31, 1971, will receive §73 (seventy-five dollars) per

year of service.

respectwe de‘?;ehée

i)ouse fifty percent (50%) of the qualified creditable years issued

to the deceased Member,

o
o

(©) The Board shall promulgate necessary rules to effectuate the provisions

and intent of this Article.

§24.1504 Supplemental COLA Program

_PAGE 6 OF 12- C Audasiunent 2
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The purpose of the Supplemental COLA Program is to increase the retirement
benefit of certain Qualified Retirees as defined in Section 24.1503 by an amount
sufficient to insure that their benefit as of July 1, 1998, when combined with their

Annual Supplemental Benefit as defined in Section 24.1503, is at a level

equivalent to seventy-five percent (75%) of thc-presenr walue of their Base

1998. For purposes of this section, the Base Ref:lrement Bene 1

;\-:‘;.

: lowanc:e gn July 1, 1998, which, as determined by the System’s
Actuary, was at a level less than the equivalent of 75% of the
present value of their Base Retirement Benefit when combined
with their Annual Supplemental Benefit as defined in Section

24.1503.

(b) The amount to be paid as the Supplemental COLA benefit shall be

calculated in accordance with the following procedures:

PAGE7OF12- - Atllaciitnent 2
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(N

@

';,.‘for the months of July through December 1998 added to an

The System’s Actuary shall determine the factor necessary to
calculate the equivalent of 75% of the present value of the
Qualified Retiree’s Base Retirement Benefit. ThJs calculation shall
be based on the Cost of Living Index as shown by the Bureau of

Labor Statistics Consumer Price Index, United States - All items,

for each applicable Fiscal Year.

ie.Qualified Retiree’s

IS '-.;\

o

‘:'\\ '\' \k\
benefit in effect July 1, 998 as deﬁnf:d above; :B‘__ not including

the Annual Supplemental‘?ocneﬁt, c}\etermme the iount of the
N q\}_‘-, 0‘:"
s-o\."\.‘-;.\«.o.

increase requu‘ed under the Sug\glcmcntal COLA Program.

o, -‘ 1. \\
S W
5 'te

.xceed 50% of’&he Quallﬁed Retiree’s benefit in effect as of

R

increased January Retirement Allowance, and then monthly

thereafier.

The increase to the Qualified Retiree’s Base Retirement Benefit

calculated under the Supplemental COLA Program shall be paid to

PAGESOF12- Attachment 2
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the Qualified Retiree or his or her survivor for life or until the

Reserve established to pay this supplemental benefit is depleted.

(6) The Qualified Retiree’s Retirement Allowance as increased by the

Supplemental COLA Program shall be adjusted each July 1

thereafier in accordance with Sections 2& 505 and 24.1506.

e
i

(©) A reserve created by the Board pursuant $o°

'01; 2415029633 (a)(5)

shall be used to pay for the Supplgm;%g:géirQCOLA beﬁsﬁt as follows:

(N

k“?‘:\"s.- Aty

ae E?é*a:.aaﬂable 4h accordance with Section 24.0904 and

cease at such time as the Reserve is depleted.

(d)  Reevaluation.

(1} The System’s Actuary shall conduct an annual evaluation of the
Reserve to determine the feasibility of expanding the Supplemental

COLA Program to including additional retirees and their survivors,
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additional Funds in the Reserve or the recalculation of benefits

annually.

(2} Prior to April 30th of each Fiscal Year, representatives of the City
Manager’s office, the Retirement Administrator, and

representatives of eligible retired memberi f CERS, may meet to

The amount of the Annual Supplemental Benefit to be
combined with the benefit in effect July 1, 1999, or as part

of the Base Retirement Benefit.
§24.1505 Cost of Living Adjustl_nent Effective Date and Maximum Annpual Change

(a) The Board shall before July 1, 1971 and before each July 1 thereafter

determine whether there has been an increase or decrease in the cost of
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living as provided in this section. Excepting those special class safety
fnémbers whose retirement allowances are based upon 1/2 the amount of
the current salary of their retired rank, every person recelving a monthly
retirement allowance from this system on June 30, 1971 and each June 30

thereafter shall, on and/or effective July 1, 1971 and each July 1 thereafter,

shall not exceed 2 O%“fpcr year st

Sl
T =
e

increasg:or decreases in allowances in future years.

(b) Thc allowance of all persons who retu-ed from the 1981 Plan shall be

adJusted each July 1, followmg the thlrd anniversary of the
commencement of the allowance. The adjustment shall be equal to 50% of

the change in the all Urban Consumer Price Index for the San Diego
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area — all items; except that such adjustment shall not exceed 10%
annually. No adjustment shall reduce the allowance below the amount

originally granted.

§24.1506 Cost of Living Adjustment Prooram Shared Between Employer and
Members

(a) The cost of any anticipated cost of living increse in allowances which 1s

1Zshall be shared equally
.ﬁ\-}:’

th the mmdividual

member’s contributions basg mpon his ar her age at hlS 0 Ehernearest

\ -.'“.

birthday at time of entrance into ﬂ;eRetn'ement System.

R
\gn‘\\‘.-‘

N
Ry

(b) A _and until ad_]usted by the Board upon the

embtsas contamed m:Sr:-.ctlons 24 2 and 24.0302, respectively, plus
-‘e.-e-:\\. “‘*-W‘\ﬁi- \ &

se contrlbutlons as contained in Section 24.0521, shall be

mcreased b 5%=\231 .addition, the contribution requlrement for those

AR
‘-,,“‘_

be separa‘tely totaled upon the retirement of Members after July 1, 1971.

(- "
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